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Chines© reaotioa to Korean developments 

. . Qnruwrn over recent evenb's" in Korea was e Alphas ’ * .g February It-; 

when Foreign Ministry spokesman ttiih Chco-yit*; «jr.t he Chinese CovL.r;;- 

went will n take no cognisance of any government set u L i I n I or .a that is noc* 
established in accordance with the decisions of the United Si lonn As-seribly ev 
the I’osoov/ Agreement of December 1945. Afc the sane the ht? g ’-.ated that Chin?, 
would not recognize the "North Korea Democratic People f G teur lie." The Cliirtor* 
Foreign Office maintains strongly that elections should; ha he ».d in Southern tor* 
but believes the IIS must accompany this act5.cn by giving any :ew govornnent 
sufficient military force with which to defend itself, even this requires ri 
the TJS Army of Occupation remain in Korea indefinitely.. 


?w govorniacnt 
this inquires 


Philiunine opposition to US policy in 

iadicali^TJ^ the fhiTiman^epiMio is developing *• less couoi. A ,u- u * 

attitude toward US policy in Japan have been noted roewrely. *n a spe ooh t» 
ITanila on 17 Febrmfy, Carlos P. Romulo, Philippine iPro^and - to te- 'hi*. tod 
Nations, strongly opposed any liberalization of the ocoupaui* a P° lio y U P™* 
This pronouncement wne closely followed by a sharply «*rrt«d rtatewint from few 
Philippine Foreign Office rejecting a SCAT visa request for Japanese f a sheiks 
experts scheduled to attend the UN-FAO oonferenoo now cectinr iu Baguio. 


In reoent months public opinion and the press in ’dm Phi 
fleeted increasing criticism of the Japanese occupation. Fi . 
i*at the tt eoft policy** of the United States will permit a re a 
and militaristic Japan directly affecting their security a.id 
economic recovery. Th© reoent statement by P.oinulo tMc'^ 
to the dictates of his government** is at variance vriwh tue p ~ 
Philippine spokesmen and is undoubtedly more truly reflsct.vo 
It may also be interpreted as a further effort tc dpve-.op a j 
basis for teie recent requests for additional financial ftl* f ‘ 
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JAP'YCT 


As hi da elected Japanese fremlor* Kitoahi Ash 4 dn, head o' ‘ c conserve t?. vc 
SerocraMo T>arby, v/aii" dleciod ^renl or by the lower houne or the Diet on 21 
AaMda obtained 21 G votes to 180 fo r his rival, former Pri. 

Jieads tlie conservative Liberal Party* However, the TIo; 


'9 01M il'.i 


house, gave Yoshida 104 votes to 102 Tor As hi da. Tho Ciu 
if tho u t .por houso fails to rati tj the vote of the lower * 
v/ill prevail affcor ton days. 


or 3hlgeru YoshL in 
f Counei 1 lors , the u 
station provides t!mi 
: t«e the latter* 3 lo*. 


Social! eta rvl 
Cab? not. The 1 


on< 


It 


Ashida hopes to bo uble to form a coalition of Dcjioor ts 
?eople*s Cooperatives, .the same parties that; forced Kutayu; ** 
wing Sociali sts Party has publ* oly re faced to r,u\ port m jh i coaiit 
unlikely that the Liberals would join a Cabinet under Ac ,•?. cr the Donocr-vtn oi 
tinder Yoshida. Y/betlici* tho Democrats or Liberals can ;.Y\ *•:, .» Cabinet is open to 
question. Should, either one succeed the foundations of L‘i* Cabinet should pror< 
so unstable as to require a general election within a few months* 


Japanese Diet investigating illegal prop erty t ransact 4 one . Tito Diet appointed an 
Illegal Property l*r ans action Ynve sl^Tgarbi. on^ScrimdlTte e in JaruSry bo report on the 
illegal disposal of supplies of the former Japanese Army and Havy. Japanese Army 
and Navy supplies were naturally surren lered to the Qeeu >af.5,on Forces after the 
surrender. Those items of a non-military nature wore returned to tho Japanese 
Government for the use of the civilian population* Gr^at hoards of these supplies 
mysteriously disappeared from official chtnmql a to roa_ pear on the black market* 

It has become increasingly clear -that the financial support behind many Diet 
members has had a close connection, with these supplies* A report on thia subject, 
if made, could have severe repercussions within the Diet. Tl§ scandal probata .7 
will fall most heavily on the Liberals and tho Democrats, b:hh cons- rv- tt5.ro part-ww* 
There are certain prom’ nent left wing Socialists, however, vho may al 30 b€i impli- 
cated® A report, 1 f made before the next general election, would ,-rovide cone 1 A.-r- 
uble political capital# 


Boonornlcs. Accord:* ng bo KYOD0, the Tlolding Ccnuuny Liquid 
'has completed tho task of designating former 2-arIbntsu core 
dissolved or reorganized. A total of 33 holding e..?mpar,i 03 ha 


I On Conmunion (hCT.l) 
no ; .’If ch are to bo 


V 3 on doc 1 grw tod 


»; 3 • t 


which 5 were the loading Zaibatsu* 40 influential parent holding companion, 20 
subsidiary companies, 2 electric cornua* cations companies ar.d 16 provincial ZuU 
organ?. zabions. The UCLG is now to oompl te the dissolution, reorganise those firms 
not marked for dissolution and dispose of tho largo amount of securities tukon over 
from tho Zul batsu# These securities, reportedly valued at G, 507,000,000 yen uro to 
bo transferred to the Securities Coordinating Liquidation Committee (GCI.C), v/h 4 ch 
in turn will sell thorn to the public. Already, the SOLD hue sold such securities 
valued at 101 ,(X) 0,000 yeno 


The v/ealth and resources of the Zalbatsu ware one of the chief footers 
enabling Japan to embark upon a major war; hence, the dissolution of tlie 2 a i batsu 
and the reorganization of their constituent firms is one of the major occupation 
policies of Japan. There appears to bo little controversy that the Zai batsu should 
be dissolved. However, bhe manner and extent of tho rcorgn: d r.a tion has ro suited In . 
heated polemic# The greater part of the objection has centered on the economi c 
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decontrol izat* on leg;*' slut* on v4ii oh v/oul. I split up "excessive oucontration* 1 of 
economic power. It is claimed by those adverse to such policy o?.ut this legl s!f.;~ 
tlon will "cormamize” the Japanese economy. On the other liar, t’x) proponents of 
t e policy claim that ' t will be implemented judiciously ur.d -hut only those 
c on contra tions will bo dissolved or reorganized which of* *o can obviously he 
uo ua to iaanipulute Japanese economic and political power term:*! vzxr* 


i 


SC CT£A . . . .... | 

Import oil actlvald.o*! of Korean People'- a Army . Uem rai. dodge b&a sub- j 

nd'fcted a report of observations' made - "unaer sone cliff i cul tl« - h y American officer, 
in Pyongyang of the official activation ceremonies of the Ko*< -K-r. People’s Arajr 
on 5 February 19U8- Included in tills report is the fcllooitr significant 

info raation : 

Present at the ceremonies were the Commander of $he Soviet .Wone, 

Lt* Cen. Korotkov, Soviet Chief of Staff Shanin, other SovHr generals, .-hai r~ j 

rr.Gn of the People's Committee Kim II Sung and Chairman of the Praeci d J um of 

tile People's Assembly Kin Poo Bong* j 

| 

Pn his speech. Kin II Sung emphasised three points: (!,’ the Korean 
People's Army is the flret a my in the history of Korean (2) its purpose is 
to defend the people of North Korea and the new reforms they enjoy against 
ary enemy; and (3) the people must strengthen and improve the army. The j 

official title of the army is "Korean People's A ivy 51 arid not "North Korean f 

People's A my. n 

j 

The opening ceremonies were followed by a parade of not more than 
10,000 picked troops from the 1st and 2nd divisions* All ve J cues, equip- [ 

ment and arms were of soviet origin and, although used, were clean c-rd in 
excellent condition. Good discipline was noted at the parade. What Pyongyang 
radio described as masses of fighter planes were actually two training mono- [ 

planes and one biplane bearing the Korean national emblem and dropping props- j 

ganda leaflets. _ j 

4 

It has been reported from another source that the North Korean People's j 

Committee is planning to conscript for the People’s Army in the near future. 

Although this report is unconfirmed, G-2 2itth Corps comments that the official 
acti ation of the People's Amy and the formation of a Department of National j 

Defense (also announced by Radio Fyongyang on 8 February) constitutes a i 

legal basis for a conscription program. I 
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Military 

Last v/eek the Comcamists assaulted and captured the import>ant 
steel city of Arwhon* The heavy concentration of Coei xmi 3 t uniUi in the 
area south of Mukden presents the greatest immediate tiircat to the National- 
1st garrison there* The actual fall of Mukden, where shortages of food, 
fuel, and power are growing increasingly acute, would signal the end for 
the Nationalists in Manchuria* Tiiere was also considerable action north r- 
west of Mukden where Faku and several points on the rail l ine to Hsinndn 
fell to the Cooounists . It was quiet on the m litary fronts of North end 
Central China* A report from Taiyuan, provincial ca it&l of Shansi, states 
that 150,000 toanunicts are becoming dangerously active north, west, and 
south of that city* It is doubtful that such a large number of Cosanunists 
are in this area or that Taiyuan is immediately threatened# Late dis- 
patches indicate that at least two of Chen Yi f s colmrais did not join in 
the move to s outhwest Shantung but remained in the region east of Hsuchang, 
Honan* 

] 

Political 

Tu Zueh-sheng, head of the Shanghai underworld, power among the 
business interests and political strong man, predicts for Shanghai ”100 days 
of trouble ” beginning with the upheaval of the past month* However, he feels 
that there is no danger to Shanghai at present and does not fear a serious 
uprising* Tu»s position in the city offers him a peculiar capability for 
j udging events, although the note of encouragement my result from a con- 
sideration only of his own very profitable enterprises* Nonetheless, liia 
verdict generally agrees with the US Ambassador's analysis* • 

The Manifesto of the Chinese People's Liberation Army signed by j 
Chu Teh late in 1947 agrees closely with Mao Tso-tung 1 s speech of 25 De- 
cember* Tbs Manifesto presents aims for (1) an united front to overthrow 
Chlang and creation of a democratic coalition government, ( 2 ) punishment 
of civil war criminals, (3) introduction of civil freedoms, (4) end of 
corruption, (5) confiscation of property of the four Leading families, (6) 
equal distribution of land, (?) acknowledgement of racial equality and au- 
tonomy of minorities, (8) removal of imperialist control in foreign policy* 

In general, the Manifesto is a call to the people to desert Chlang* Several 
specific points are listed that Mao did not mention but they are all in 
line with Mao *8 general policy* The two documents are closely parallel 
in tone and present a completely harmonious political position* No possi- 
bility of any compromise with the National Government is held out* 

Hi© Chinese delegate on the UN Trusteeship Council on 19 Febru- 
ary intimated that China would not support proposals to create an arussd 
force to grarante© the UN Palestine partition* Liu Chieh, in a special 
statement before the Council, stated that China had abstained from voting 
for partition and did not believe that a good Palestine solution could be 
wrought by force* 


SECRET 


WlM* 
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The Soviet Consul-General at Shanghai, Fee dor Khalin, haB been 
reported as departing for Moscow on leave * Khalin ha 3 been variously es- 
timated as an ineffective official as well as "one of Russia's foremost 
author itios on China", and his return was preceded by rumors of an impend- 
ing shift in his present post. However, his departure, following the re- 
cent recall to Moscow of Soviet Plilitery Attache Major General 7* Roe chin, 
tends to point up reports of a conference to be held in Moscow on the USSR * e 
policy toward China* 

Economic 

Currency/Frices . Although fluctuations were apparent, the 
Shanghai money and comodity markets did not run vile over the Lunar tier/ 
Year (30 February) as predicted by many economists on -the China scene* 
Foreign currency exchange tas surprisingly stable, iifcile prices advanced 
at near the January pace, about 6yS a week. Hie US aid proposal of US $570 
million may wall have been a temporary stabilizing factor. Recent reports, 
however, indicate that the period of stability may bo short-lived. The 
bLackmarket selling rate for US dollars fluctuated between CM $210,030 and 
220*000 on 19 February while the US $ TT rate was reported between 
CN §235,000 and 240,000. Blackmarket gold bars touched GN 0150 million 
per ID #0471 troy ounces (equivalent to US $71.43 andounce)* Blacknarket 
rates a week before (12 February) stood at about CN C-180,000 for US dollars, 
and CN $130 million for gold bars . Tlie commodity price Index at Shanghai 
increased at about % per day between 14-18 February. In spite of the 
Government <s dumping of large stocks at Shanghai, ric? was reported selling, 
at CN $2,200,000 a picul. 

Aluminum . The Chinese National Resources Coaaiasion and the 
Reynolds Metals Co. of New York have announced the signing of a preliminary 
agreement, subject to Executive Yuan approval, for expansion and joint 
operation of aluminum facilities at Takao, Taiwan (Formosa). The T&teo 
plant is now reported to be producing at the annual rate of 4,000 tons, end 
China hopes to increase this to over 20,000 tons* 
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IKDOKESIA 

ritory in Indonesia under the tern? of the 17 January truce agreement taarks 
one of the first instance? of successful Dutcii-Hernilrllc n cooperation. It 
ip quite apparent that the Republic has everted special -efforts to insure 
success of the truce since its breakdown would clearly give the Dutch o key 
position in future political negotiations. Failure of the truce would have 
given the Dutch art excuse to resume police actions or th«s grounds thnt the 
Republic did not have full control of its forces ard lienee could not Fain* 
tain internal order. Continued soccer rful implement a ti ‘n of the truce rill 
improve the chances for a durable politic 0 1 settlement fid rill help re store 
the Republic f s prestige in the eyes of foreign court rit . In short the 
Republic seems to have made inr.ee is te tread mi3 itary cove 'psion? to the 
Dutch in order t* gain long-term political advantages. 

FREKCH IKDOCHBIA 

Possibility, of Ho C‘.i Klnh's Inclusion in a Feu Indochina Regime 

Developments in the French scheme to institute n r-gina in Indochina 
under former . Anna site emperor Bao Dai indicate that the ’ossihilily of in- 
cluding Ho Chi Kinh in the new government has further compiler ted the settle- ‘ 
ment of the Vietnam problem, Hiether Ho can or will be brought into the gov- 
ernment will depend partly upon the conditions ardor vlilch Eao Dai returns. 
Observers who believe that reconciliation betresn the tr o leaders is possible 
recall that Ho has said he would yield to anyone who could attain t!ie deslrsc 
unity and independence for Vietnam. Significant in this connection, also, 
was High Commissioner Eollaert’s recent statement that the inclusion or ex- 
clusion o** Ho in Bao Dai’s no-- regime va? an r temal Vietnamese affair, 
apparently an attempt to divorce the French from the delicate < uestion of 
relations vith Ho. On the other hand, Kadio Vietnam L?, made only infre- 
quent references to the former emperor end Viet Mint : •xpporters he vs recently 
attacked Bao Dai as a fascist and an enslaver of Viet a i* The basic fact 
remains, however, that pros ect? for peace are negligible without He’s par- 
ticipation in peace negotiations riih the French. 

SIM 

/ 

The nationalist movement in the or-edoolneatly M&laysp populatio n in 
southern Siam has been given impetus by the growth of the ^n-l^Jiyaelan 
movement as exemplified by the establishment of the "airy Federation and 
the Republic of Indonesia • These Malay states ronprisi-- Si«ti : s four south- 
em-most provinces, o ce independent sultanates, h ave b. t, under Fierce? e 
sovereignty since the l?th eev.tr ry . There have beer- uc y attempts by the 
Kalays to revolt against the Siamese which hav^ invar la’ ly led to violent 
Siamese suppressions, its a result, there has grown up • spirit of animosity 
accentuated by religious difference, which, ir: an sbiof^-r^ rf political 
, and economic instability, is finding expression in gem-r^l larles s-ness and 
preparation for further revolt. 


This problem ha? recently been aggrsvs ted by the s 
Malay leader? who ’ sve been agitating 'for the transfer 


irest of pwral 

v-f the four Fout heri. 
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£ IAM (continued) 

Provinces fron Siamese control to that of the Kslay Federation. This devel* 
opnent has censed the i'iemesr- Government to *romipe prompt con? id ©ration of 
several remedies , anong which sres (l) the division of the F outliers Provinces 
into seven e dmin i s tro t ive regions, as formerly, ir order to give r.or f - care® 
ful attention to the individual needs of ench region, (?) the appointment of 
a prominent Rosiest as High, Commissioner for the Fcui • r ^ Province s , end (3) 
the immediate investigation of i slays n grievances* 

The fiomeFe Government :l r believed to be aware of the "Otential seri- 
ousness of the situation and vith the re-s ppoin traeni of K! mong Aphaivong ®r 
Premier it 5.s possible that the -alayan minority proVler ern be adequately* 
it not sympathetically* administered* Unless this is r-chicvod, the ooithr-m 
Provinces rill remain a source of potential, trouble, the Tonifications of 
rhich could pop Fitly exceed the confines of a ourely domestic roblea. 

mmmm 

.Trade . . MLoji2B£j J3Li&[££^ 

The USSR has recently shorn an interest in establishing trade relations 
with the Philippines despite the fact bet it has not officially recognised 
the Republic* Tentative negotiations apparently begac wit*' discussions held 
with Philippine officials rhile the foviet Trade Representative in Japan was 
attending the recert ECAFF conference In Baguio. The UP SR has indicated its 
desire to obtain eug r r, ab«ce, rrd coconut products and ie reported to have 
offered raper, plywood , limber, window glass, and crabxeat© 

Official Philippine attitude as not been clearly stated although it is 
reported that the Philippine department of Foreign Affairs -ns decided to 
allow tr*de with the UfSR by nrivste Interests. 

The world market is currently absorbing Philippine export surpluses at 
record "rices and the UfSR rill have to make exceptionally attractive offers 
to divert Philippine trade from its normal channels, uotsfclons on foviet 
offers are being checked to determine whether the UffR Is actually making a 
real bid for Philippine trade. 



